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Abstract 
This paper concentrates on a specific part of the income taxing question, which is the personal income from a dependent activity 
and office-holders’ emoluments and how it is captured in the HR system. According to the Czech law, employee income taxing, 
which is quite complicated and tightly legally bounded, is one of the most important employer’s responsibilities. The incorrect 
income tax amount could be punished with a fine. Careful recognition of different income categories is the key question for a 
modern HR system for wages accounting. 
The procedure of tax calculation begins with the income type resolution, continues with consideration of all the specific 
conditions connected with the employee as a tax payer and terminates in the prescription of the net wage. 
The main topic consists in whether and to what degree the calculation of the tax liability could be executed by the system 
automatically. 
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1. Legal overview of the Czech income taxing 
The income taxing in the Czech Republic adheres to the Act no. 586/1992 Coll., on Income Tax (hereinafter 
Act) [1], which covers the taxation of individuals (an individual income tax) and the legal entities (a corporate 
income tax, which is not the topic of this paper). The individual taxing primarily depends on the individual residence 
status and on the source of income (the assessable income includes business income, income from employment (see 
below), other capital gains; dividends, rental, interest income or annuities). 
1.1. Tax calculation 
According to the Act, Czech employers are bounded to calculate the income tax and make the tax payment for 
their employees. According to Section 38h, employers levy the individual tax in form of tax advance or final 
withholding tax every month.  
1.1.1. Annual due 
At the end of the taxable period (calendar year), the annual amount due is counted to define the difference 
between the amount due and the amount advanced. There are two ways of this account. Either the employer does the 
annual tax clearing on the employee’s request (Section 38ch) or the employee has to fill an income tax return 
himself. The difference in these methods lays in the fact that an eventual arrear of tax is forbidden to be deducted to 
the employee when using the annual tax clearing (but there are some limitations and conditions to be adhered).  
The income subjected to the final withholding tax is excluded from the tax return [2]. The final withholding tax 
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can be applied to a specific type of income (for example an income of non-residential statutory body members), or it 
can derive as a result of a specific situation (a low income of the employee who can not use the tax reliefs for some 
reason). 
1.1.2. Tax base and rate 
Both the tax advance and final withholding tax are counted from the same tax base, the so-called “super gross 
wage”. The super gross wage is a new legal term used since 2008, which means the gross income increased by the 
amount corresponding to the social insurance and health insurance contributions paid from this income by the 
employer. A flat tax rate of 15% is applied to the tax base.  
1.1.3. Reducing the tax 
The calculated tax due can be reduced by several tax reliefs (Sections 35ba and 35c; amount pursuant to a 
taxpayer, to a recipient of partial/full disability pension, to education and training and a tax credit for every child 
maintained in common household). The relief pursuant to the spouse can be subtracted only in annual accounting, as 
well as tax allowances pursuant to Section 15 of the Act (the value of donations, the amount of interest paid in 
connection with building savings program or with mortgage credit line, the amount of payments paid towards 
employees retirement or life insurance or the amount of trade union contributions).  
1.2. Individual income in the Czech legal system 
As mentioned above, the income is the key element of the tax calculation. According to Section 6, Subsection 1 
of the Act, as a personal income from the dependent activity is considered every performance connected to a 
contemporary or previous employment or service, or income from the analogical legal relationship (special partners, 
statutory body members, co-operative members, etc.). Office-holders’ emoluments are then salaries of the leading 
representatives of the Czech Republic and payments for discharge of an office (Section 6, Subsection 10of the Act; 
for example municipal council, civil association etc.). Income is understood to include both monetary income and 
non monetary income in-kind [3].  
The definition of the individual income from the dependent activity and the office-holders’ emoluments 
(hereinafter personal income), as a legal term, is very broad. It includes not only the wage for working hours, but 
also refundof wages, employee’s benefits and remunerations. As an example of such case of income one could 
mention the amount of 1% of a market entry price of a business vehicle, which the employee is allowed to use also 
for his private needs (it is a kind of non monetary income, which just increases the tax base). 
On the other hand, there is an exhaustive list of exceptions in the Act in Section 4 and Section 6 Subsection 9, 
some kinds of income are exempted from the tax completely or partially (to a limit set for a taxable period). For 
example the non-monetary income in form of employee special training and development, retirement insurance 
benefits paid either by the employer or the employee, or a non-monetary present to the employee to the limit of 
2,000 Czech Crown per year. 
2. Income as a piece of information 
2.1. Definition of the income entity - parameters 
From the technical point of view, the type of income could be considered as a database entity, where columns are 
filled with single parameters. 
2.1.1. Type of a tax 
One of the most important facts is to know which type of the monthly tax is subjected to: the tax advance, the 
final withholding tax or whether it depends on the situation (has to be decided during the procedure automatically). 
2.1.2. Tax exemptions 
Information needed is also whether the income type is subjected to the tax or has some exemption and how 
limited (information about the tax exemptions). 
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According to the Act for the tax from employment one can find these limits: 
x 2,000 Czech Crown per year for the non-monetary presents to the employee; 
x 3,500 Czech Crown per month for the temporary accommodation secured for the employee; 
x 20,000 Czech Crown per year for the non-monetary performance in form of the employee holiday; 
x 24,000 Czech Crown per year for the retirement or life insurance benefits paid by the employer; 
x 500,000 Czech Crown per year for the social stop-gap in cases of a natural disaster. 
2.1.3. Social and health insurance payment 
The individual income tax is just one of the obligatory deductions from the payroll. To get a net wage, the 
employers have to calculate also the social and health insurance.  
The base for the deduction consists of the same income as the tax base, but the insurance base is not “super 
gross”. This rule would be uncomplicated unless there were exceptions to the rule (for example the income in form 
of social stop-gap or damages paid by the employer to the employee). 
2.2. Maintaining the base 
Problems with the base of the income types maintenance do not occur, if it is kept as a rigid standard and 
maintained online. The fragmentation of the base is connected with the user’s interference to the base. 
The user’s needs are often very specific and exceed the range assumed by the system author. The amount of 
income types and the base itself grows with every single added optional parameter. The end users of HR wage 
accounting systems, wage accountants, could be confused with such huge base and could have problems with 
choosing the appropriate income type. 
3. Knowledge-based idea 
One way how to help the users of wage accounting systems with this question of the income recognition could be 
seen in a kind of income knowledge-based wizard. 
It could be a frame or rule based system, which uses the method of information pushing and information pulling. 
The wizard would lead the user towards the appropriate income type with a set of questions, ordered by the rule. A 
part of such scheme is shown in Figure 1 (see below). 
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Fig. 1. Questioning scheme 
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4. Conclusion 
There are different knowledge approaches that could be used in the scope of HR systems. However, on the Czech 
IT market there has not been found any so far that would cover the complex question of the wage accounting.  
The human resources agenda and especially wage accounting could be a very productive area for the knowledge 
based systems. There are many questions that are too complicated for being solved automatically by an information 
system. It is not only the income taxing, as another example one could mention scheduling of working hours or the 
complex of payroll deductions. 
And, of course, there are still  some questions to be solved. The most suitable form of the representation of the 
income as knowledge is the aim of next study. 
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